





.R. B. & M. JOURNAL 











VOLUME 19 NUMBER 3 
MAY, 1938 











Notes on the 
Revenue Act of 1938 


Published by 
RAND, ROSS BROS. & MONTGOMERY 
Accountants and Auditors 





Table of Contents 


Significant Income Tax Changes 
By W. H. Davipson 


Excise Taxes Under the Revenue Act of 1938 
By H. A. Ture. 


Tax Rates and Computations Under the 


Revenue Act of 1938 
By H. E. Biscuorr 


Editorials: 
The New Tax Law 
New Tax Handbooks 


Some Important Changes in New York Taxes . 
By Joun A. Marix 


Notes 




















L. R. B. & M. JOURNAL 








VoLUME NINETEEN 


MAY, 1938 


NUMBER THREE 








Significant Income T'ax Changes 


By W. H. Davipson 
(New York Office) 


The income tax provisions of the 
Revenue Act of 1938, which be- 
came law at midnight of May 27, 
apply generally to taxable years be- 
ginning after December 31, 1937. 


Income Tax on Corporations 


The 1938 Act divides corpora- 
tions into two general classes : those 
with “net income” not in excess of 
$25,000, and those with “net in- 
come” in excess of $25,000. The 
former class is taxed at graduated 
rates, without regard to the amount 
of dividends paid. A skeleton of 
the old surtax on undistributed 
profits is retained for the latter 
class. The corporation income taxes 
will not apply to taxable years be- 
ginning after December 31, 1939, 
unless reenacted. 


Income not more than $25,000 


In the case of corporations with 
“net income’ of not more than 
$25,000 (with exceptions noted 
later), the income tax is based upon 
“special class net income” which is 
arrived at as follows: 


1. Net income, as defined in 
the statute (gross in- 
come, less allowable de- 
ductions ) 


Less, Interest on cer- 
tain obligations of the 
United States and 
Government corpora- 
tions, which is includ- 
ed in gross income 


3. Adjusted net income 

4. Less, 85 per cent. of do- 
mestic dividends re- 
ceived, but not in ex- 
cess of 85 per cent. of 
adjusted net income 
(item 3) 


5. Special class net income 


The income tax is computed at 
the following graduated rates on 
special class net income (item 5): 


Income Rates of Tax 


0- $5,000 12% per cent. 
$5,000-$20,000 14 Do. 
$20,000-$25,000 16 Do. 


Income more than $25,000 


In the case of corporations with 
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“net income” of more than $25,000, 
the tax is computed as follows: 


1. Net income, as defined in 
the statute (gross in- 
come, less allowable de- 
ductions ) 

2. Less, Interest on certain 
obligations of the 
United States and 
Government corpora- 
tions, which is includ- 
ed in gross income 


eee eeeee 


3. Adjusted net income 





4. Tentative tax, 19 per cent. 
of adjusted net income 
(item 3) . ene 

5. Less: 

16% per cent. 

of dividends re- 

ceivedcredit 

[85 per cent. of 

domestic divi- 

dends received, 

but not in ex- 

cess of 85 per 

cent. of adjust- 

ed net income 

(item 3)] ae 
6. 2% per cent. of 

dividends paid 

credit, but 

not to exceed 

2% per cent. of 

adjusted net in- 

come (item 3) ..... 


eee eeeee 





7. Total tax - Seer 





In a general way the tax is from 
161% to 19 per cent. of the ad- 
justed net income, depending upon 
the amount of dividends paid, or 
in other words there is retained a 
maximum surtax of 21% per cent. 


of the undistributed net income. 
Apart from differences in rates and 
in the computation of the dividends 
paid credit, there are two important 
changes from prior law. 

Under prior law, the normal tax 
was allowed as a deduction in com- 
puting adjusted net income, and 
if a corporation distributed its en- 
tire adjusted net income, it was not 
subject to the surtax on undistribu- 
ted net income. Under the 1938 
Act, if a corporation wishes to be 
subject to the minimum tax of 16% 
per cent., it must distribute its en- 
tire net income, without any reduc- 
tion for income taxes. If a cor- 
poration distributes its net income, 
less tax, it will be taxable at the 
rate of 16.92 per cent., disregarding 
dividends received and partially 
exempt interest. 

Under prior law, 85 per cent. of 
domestic dividends received was 
allowed as a credit in computing the 
normal tax net income upon which 
the normal tax was based. In the 
1938 Act this credit is limited to 
85 per cent. of the adjusted net in- 
come. For example, if a corpora- 
tion received $200,000 of domestic 
dividends and had expenses of 
$125,000 in excess of other income, 
under prior law the net income 
would be $75,000, and the divi- 
dends received credit would be 
$170,000 (85 per cent. of $200,- 
000), resulting in no normal tax. 
Under the 1938 Act, the net income 
would still be $75,000 but the divi- 
dends received credit would be 
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limited to $63,750 (85 per cent. of 
$75,000), leaving $11,250 subject 
to tax even if the entire net income 


should be distributed. 


Dividends Paid Credit 


The dividends paid credit will be 
the sum of the items enumerated 
below: 

1. Dividends paid during the tax- 
able year, reduced by the credit for 
partially exempt interest on obli- 
gations of the United States and 
Government corporations. Under 
prior law a corporation could re- 
tain such interest without being 
subject to surtax on undistributed 
net income, but under the 1938 Act, 
an amount equivalent to such inter- 
est must first be distributed before 
any dividend payments operate to 
reduce the maximum tax of 19 per 
cent. 

2. The “consent dividends 
credit.” This is a credit allowable 
under certain circumstances if the 
shareholders agree to include in 
their tax returns, as dividends, part 
of the undistributed earnings of the 
corporation. It is not necessary 
that all the stockholders so agree 
if the stockholders who do not con- 
sent are paid a dividend of a pro- 
portionate amount in the last month 
of the taxable year. 

3. For taxable years beginning 
after December 31, 1938, the net 
loss for the preceding year, with 
certain adjustments, and the special 
credit in the case of bank affiliates, 
the aggregate of the two credits not 





to exceed the adjusted net income 
for the taxable year. 

The total of items (1), (2) and 
(3) is referred to in the statute as 
the “basic surtax credit.” There 
are allowed, in addition to the items 
just listed the following : 

4. The _ dividend carry-over, 
which in general is a two-year 
carry-over of the excess of the basic 
surtax credit over the adjusted net 
income. 

5. The deficit in the accumulated 
earnings and profits as of the close 
of the preceding taxable year, re- 
duced by the credit for the net loss 
for such preceding taxable year if 
beginning after December 31, 1937, 
since a separate credit is allowed for 
such net loss. 

6. Amounts used or irrevocably 
set aside to pay or retire indebted- 
ness of any kind, existing at the 
close of business on December 31, 
1937 if such amounts are reasonable 
with respect to the size and terms 
of the indebtedness. The indebt- 
edness must be evidenced by a bond, 
note, debenture, certificate of in- 
debtedness, mortgage, or deed of 
trust in existence at the close of 
business on December 31, 1937, or 
by a bill of exchange accepted prior 
to, and in existence at the close of 
business on such date. No credit 


is allowable for the payment of in- 
terest. 

Contrary to the provisions of the 
prior law, no credit is allowed for 
contracts restricting the payment of 


dividends. 
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Corporations with net income slightly 
more than $25,000 

In order to avoid a sharp in- 
crease in the tax if the net income 
is slightly in excess of $25,000, the 
law contains a “notch” provision 
to make the increase gradual. If 
no domestic dividends or partially 
exempt interest are included in 
gross income, this “notch” provi- 
sion will benefit corporations with 
net income of less than $34,423 if 
subject to the 19 per cent. tax rate, 
and with net income of less than 
$28,870 if subject to the 16144 per 
cent. rate, the rate depending upon 
the amount of the dividends paid 
credit. 


Special Classes of Corporations 


Banks (as defined in the Act), 
insurance companies, China Trade 
Act corporations and certain cor- 
porations deriving a large percent- 
age of income from United States 
possessions will be taxed at a flat 
rate of 161% per cent. 

Domestic corporations which for 
any portion of the taxable year 
were in bankruptcy, or insolvent 
and in receivership will be taxed in 
the same manner as other corpora- 
tions if their net income is not 
more than $25,000, but if their net 
income exceeds $25,000 they will 
be taxed at a flat rate of 1614 per 
cent. 

Foreign corporations engaged in 
trade or business within the United 
States, or having an office or place 
of business therein, will be taxed 





at a flat rate of 19 per cent. Other 
foreign corporations will be taxed 
as under prior law, 10 per cent. on 
dividends received (5 per cent. in 
the case of dividends received by 
Canadian corporations), and 15 per 
cent. on other periodic income. 

The preferred treatment granted 
to “mutual investment companies” 
in the 1936 Act is continued in the 
1938 Act. Such corporations will 
be taxed at a flat rate of 161% per 
cent. on “Supplement Q net in- 
come,” which is the adjusted net 
income less the dividends paid 
credit (including the consent divi- 
dends credit), reduced by partially 
exempt interest. 


Capital Gains and Losses 
Definitions 


The new law excludes from the 
definition of capital assets ‘‘prop- 
erty, used in the trade or business, 
of a character which is subject to 
the allowance for depreciation pro- 
vided in section 23(1).” The re- 
sult is that in the case of all 
taxpayers, including corporations, 
losses on the sale or exchange of 
depreciable property will be deduct- 
ible without limitation and gains 
from such assets will be 100 per 
cent. taxable. Land will still be a 
capital asset, unless held by a dealer. 

Under prior law, if a security be- 
came worthless the loss was not a 
capital loss, since there was no sale 
or exchange. Under the 1938 Act, 
if shares of stock or rights to sub- 
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scribe for or to receive such shares 
become worthless and they are capi- 
tal assets, the loss is considered to 
be a loss upon the sale or exchange 
of the asset on the last day of the 
taxable year, and hence a capital 
loss. The same rule applies, except 
in the case of banks, to bonds, 
debentures, notes, or certificates, or 
other evidences of indebtedness, is- 
sued by any corporation (including 
governments ) with interest coupons 
or in registered form. Except in 
the case of banks, no deduction will 
be allowed for partial worthlessness 
of such securities. 


Corporations 


In the case of corporations, capi- 
tal gains and losses are treated in 
the same manner as under prior 
law ; capital losses will be deductible 
only from capital gains plus $2,000. 


Taxpayers Other Than Corpora- 
tions 


The following comment refers 
only to taxpayers other than cor- 
porations. 

Capital gains and losses are di- 
vided into two classes. Gains or 
losses from the sale or exchange of 
capital assets held for not more than 
18 months are “short-term” capital 
gains or losses. Gains or losses 
from the sale or exchange of capital 
assets held for more than 18 months 
are “long-term” capital gains and 
losses. 

Only the following percentages 
of capital gains and losses are taken 


into account in computing net in- 
come: 


If capital asset has been held: 


Not more than 18 months...... 100 Pct. 
More than 18 months but not 

more than 24 mos......... 66 2/3 Do. 
More than 24 months........ 50 Do. 


If a taxpayer has a net long-term 
capital gain (from assets held more 
than 18 months) the net capital 
gain taken into account may be 
segregated and taxed at a flat rate 
of 30 per cent. if a lower total tax 
would result. The effect is that net 
capital gain on assets held more 
than 18 months but not more than 
24 months is taxable at a maximum 
rate of 20 per cent. (30 per cent. 
of the 66-2/3 per cent. taken into 
account), and net capital gain on 
assets held more than 24 months is 
taxable at a maximum rate of 15 
per cent. (30 per cent. of the 50 
per cent. taken into account). 

Conversely, if a taxpayer has a 
net long-term capital loss (from 
assets held more than 18 months) 
only 30 per cent. of such loss (taken 
into account), may be deducted 
from the tax on other income if a 
greater net tax would result. Ac- 
cordingly, the maximum tax benefit 
that may be derived from a net 
long-term capital loss is 20 per cent. 
of the loss on assets held more than 
18 months but not more than 24 
months, and 15 per cent. of the loss 
on assets held more than 24 months. 

Short-term capital losses (assets 
held not more than 18 months) are 
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deductible only from short-term 
capital gains. A net short-term 
capital loss (in an amount not in 
excess of the net income of the tax- 
able year) may be carried forward 
and deducted from short-term capi- 
tal gains in the succeeding taxable 
year. 


Partnerships 


There will be included in comput- 
ing the net income of each partner 
his share of the net short-term and 
long-term capital gains and losses 
of the partnership, and they will be 
dealt with in each partner’s return 
as though they were capital gains 
and losses of the individual part- 
ners. The Treasury did not permit 
this procedure under prior law. 


Distributions in Liquidation 


Gains realized by stockholders 
from distributions in liquidation of 
corporations will be taxed as short- 
term capital gains unless there is a 
plan of complete liquidation under 
which the liquidation is to be com- 
pleted within three years from the 
close of the taxable year in which 
the first distribution is made (if the 
first distribution is made in a tax- 
able year beginning after December 
31, 1937) or within two years if 
the first distribution was made in a 
taxable year beginning before Jan- 
uary 1, 1938. Where there is such 
a plan of complete liquidation, the 
gain will be taxed as a short-term 
or long-term capital gain, depending 


upon the period the stockholder has 
held his stock. 

Gains realized from the liquida- 
tion of foreign personal holding 
companies will be taxed as short- 
term capital gains unless the liquida- 
tion is completed before July 1, 
1938. The Commissioner may ex- 
tend the period to not later than 
December 31, 1938 if it is estab- 
lished before July 1, 1938 that it is 
impossible to complete the liquida- 
tion before the latter date. 


Liquidation of Domestic 
Corporations 


Under a new provision of the 
1938 Act, the income tax on part or 
all of the profit derived from the 
liquidation of a domestic corpora- 
tion may be deferred until the assets 
received in liquidation are disposed 
of. The plan of liquidation must 
be adopted after the enactment of 
the 1938 Act and the transfer of 
all the property must occur in De- 
cember, 1938. The new provision 
will benefit chiefly stockholders of 
corporations which have substan- 
tial unrealized appreciation in their 
assets and a comparatively small 
earned surplus. 

Shareholders Other Than Cor- 
porations: The gain must first be 
computed as the difference between 
the tax basis of the stock and the 
fair market value of the assets re- 
ceived in liquidation. In the case 
of a shareholder other than a cor- 
poration there will first be taxed as 
a dividend such portion of the gain 
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as does not exceed his share of the 
earnings and profits accumulated 
after February 28, 1913. If the 
money, or value of the stock or 
securities acquired by the corpora- 
tion after April 9, 1938, received by 
the shareholder in liquidation does 
not exceed his share of such ac- 
cumulated earnings no further gain 
is immediately recognized. If such 
money, or the value of the stock 
or securities acquired by the cor- 
poration after April 9, 1938, ex- 
ceeds the shareholder’s share of 
such accumulated earnings, the ex- 
cess is taxable as short-term or 
long-term capital gain, according to 
the period he has held his stock in 
the corporation. 

The balance of the gain is not 
immediately taxable. The tax basis 
of the property (other than money) 
received in liquidation is the tax 
basis of the shareholder’s invest- 
ment in the corporation, decreased 
in the amount of any money re- 
ceived by him and increased in the 
amount of gain recognized to him 
(including the portion taxed as a 
dividend). The balance of the gain 
will accordingly be recognized when 
the property is sold. 

For example, assume that a 
shareholder has an investment of 
$100,000 in the stock of the cor- 
poration. At the date of liquida- 
tion, in December, 1938, his share 
of the earnings accumulated after 
February 28, 1913 is $50,000. He 
receives in liquidation the following 
property : 


Sees ccrcics ae snack $25,000 
Stock or securities ac- 

quired by the corpora- 

tion after April 9, 1938 


(market value)...... 40,000 
Other property (market 


eres 300,000 


Total value received 
in liquidation...... 


$365,000 


The computation would be as follows: 





Total value received.... $365,000 
Tax basis of investment 
$A SUMEE saree ieiclocenisiois 100,000 
Ee ee eee $265,000 
Taxable as divi- 
BNE 2 oS ates $50,000 
Taxable as capital 
gain ($25,000+ 
$40,000 — $50,- 
ae 15,000 65,000 
Gain not immediately 
recognized .......- .. $200,000 


The tax basis of the property re- 
ceived by the shareholder (other 
than cash) would be $140,000 
($100,000 cost of investment, less 
$25,000 cash received, plus $65,- 
000 gain recognized). 

Non-corporate shareholders may 
not receive the benefits of the new 
section, unless written elections are 
filed (within 30 days after the 
adoption of the plan) by such 
shareholders owning stock posses- 
sing at least 80 per cent. of the com- 
bined voting power of stock entitled 
to vote on the adoption of the 
liquidation plan (exclusive of vot- 
ing power possessed by stock owned 
by corporations). 
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Corporate Shareholders: In the 
case of corporate shareholders the 
recognized gain is limited to the 
greater of (a) the shareholder’s 
share of the profits accumulated 
after February 28, 1913, or (b) the 
money, or stock or securities ac- 
quired by the liquidating corpora- 
tion after April 9, 1938. 

Any corporate shareholder which, 
between April 9, 1938, and the date 
of the adoption of the plan, owned 
stock of the liquidating corporation 
possessing 50 per cent. or more of 
the combined voting power of stock 
entitled to vote on the adoption of 
the plan is defined as an “excluded 
corporation,” not entitled to the 
benefits of the new section. Other 
corporate shareholders may not re- 
ceive the benefits of the new section 
unless written elections are filed by 
corporate shareholders (other than 
an excluded corporation) owning 
stock possessing at least 80 per 
cent. of the combined voting power 
of stock entitled to vote on the adop- 
tion of the plan (exclusive of voting 
power possessed by stock owned by 
an excluded corporation or by 
shareholders other than corpora- 
tions). 

The provisions of the 1936 Act 
permitting the tax-free liquidation 
of subsidiaries 80 per cent. owned 
are continued in the 1938 Act. 
Under these provisions the tax basis 
of the subsidiary’s assets in the 
hands of the parent company is the 
same as the basis in the hands of 
the subsidiary. 


Distribution of Instalment 

Obligations in Liquidation 

In the case of a tax-free liquida- 
tion of an 80 per cent. owned sub- 
sidiary the new law permits the sub- 
sidiary to distribute instalment 
obligations without recognition of 
gain or loss to such subsidiary. 


Mitigation of Effect of 
Statutory Limitation 


Some of the most difficult prob- 
lems in tax law involve the follow- 
ing questions: In what year or to 
which taxpayer should an item of 
income be taxed or a deduction al- 
lowed? Are certain exchanges of 
property closed transactions on 
which gain or loss is recognized and 
a new tax basis established, or con- 
tinuing transactions on which no 
gain or loss is recognized and which 
do not result in a new tax basis? 
What is the fair market value of 
property received as income, or in a 
taxable exchange? 

In the past there have been 
instances where a taxpayer or the 
Commissioner adopted a position on 
ene of these questions which later 
proved to be erroneous and, after 
correction of the error was pre 
vented by the statute of limitations 
or by a closing agreement, adopted 
a different position to his own tax 
advantage. The 1938 Act contains 
a new provision which will require 
the correction of the error under 
such circumstances even though the 
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statute of limitations has run or a 
closing agreement has been signed. 

Under certain circumstances ad- 
justments may not only be made be- 
tween years but between taxpayers 
in the case of a “related taxpayer” 
which term refers to the following 
relationships: (a) husband and 
wife; (b) grantor and fiduciary; 
(c) grantor and beneficiary; (d) 
fiduciary and beneficiary, legatee, or 
heir; (e) decedent and decedent’s 
estate; or (f) partner. 

In the following situations, addi- 
tional taxes may be assessed or re- 
funds allowed under the new pro- 
vision though the statute of limita- 
tions has run or a closing agreement 
has been signed, provided the ad- 
justment is made within one year : 

1. An item was erroneously in- 
cluded in the gross income of one 
taxable year or in the gross income 
of one taxpayer and the Commis- 
sioner is finally sustained in a con- 
tention that it should be taxed in an- 
other year or to a related taxpayer. 
A refund will be allowed to correct 
the error. 

2. An item was erroneously de- 
ducted or credited in one taxable 
year or by one taxpayer and the tax- 
payer is finally sustained in a con- 
tention that the deduction or credit 
should be allowed in another tax- 
able year or a related taxpayer is 
sustained in a contention that he is 
entitled to the deduction. An addi- 
tional tax could be assessed to cor- 
rect the error. 

3. An item of gross income was 





erroneously omitted from the gross 
income of one year or of one tax- 
payer but was included in gross in- 
come and taxed in another year or 
to a related taxpayer. The tax- 
payer is finally sustained in a con- 
tention that the item should be ex- 
cluded from the gross income of the 
year in which it was erroneously 
taxed, or the related taxpayer is 
finally sustained in a contention that 
it should be excluded from his in- 
come. An additional tax could be 
assessed to correct the error. 

4. A taxpayer or a transferor of 
a taxpayer (from whom the tax- 
payer derives his basis) acquired 
property in a transaction where the 
amount of gain or loss recognized 
would determine the tax basis of the 
property acquired. In a later year 
the taxpayer claims a higher tax 
basis for the property than is con- 
sistent with the way the transaction 
was treated in the prior year. If the 
taxpayer is finally sustained addi- 
tional taxes may be assessed for the 
prior year to correct the error. Con- 
versely, if the Commissioner is 
finally sustained in a contention that 
the tax basis is lower than is con- 
sistent with the way the transaction 
was originally treated a refund will 
be allowed to correct the error made 
in the prior year. 

5. There are similar provisions to 
adjust errors made in taxing income 
or allowing deductions as between 
estates or trusts and beneficiaries, 
heirs or legatees. 

In every case the Commissioner 
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must adopt an inconsistent position 
before a taxpayer may secure a re- 
fund and the taxpayer must adopt 
an inconsistent position before addi- 
tional taxes may be assessed. 

No refund may be allowed or 
additional tax assessed for taxable 
years beginning prior to January 1, 
1932. The new provision will not 
apply unless the inconsistent posi- 
tion of the taxpayer or the Commis- 
sioner is sustained by a final “de- 
termination under the income tax 
laws” on or after ninety days after 
the date of enactment of the 1938 
Act. The final determination does 
not occur in a general way until a 
point is reached when no further 
action can be taken by either the 
Commissioner or the taxpayer, such 
as the expiration of the period for 
bringing a suit, filing an appeal, etc. 


Surtax on Corporations Im- 
properly Accumulating Surplus 


Section 102 of the 1938 Act con- 
tinues the penalty tax of 25 and 35 
per cent. on the incomes of corpora- 
tions formed or availed of for the 
purpose of preventing the imposi- 
tion of the surtax upon its share- 
holders. This section has been 
strengthened by adding the follow- 
ing provision : 

The fact that the earnings or profits of 
a corporation are permitted to accumu- 
late beyond the reasonable needs of the 
business shall be determinative of the 
purpose to avoid surtax upon sharehold- 
ers unless the corporation by the clear 
preponderance of the evidence shall 
prove to the contrary. 


Inventories 


The 1938 Act for the first time 
specifically authorizes the use of the 
“last-in first-out’ method of inven- 
torying for certain industries. With 
respect to raw materials so inter- 
mingled that they cannot be identi- 
fied with specific invoices, and not 
yet included in goods in process or 
finished goods, the method is au- 
thorized for taxpayers whose prin- 
cipal business is smelting non- 
ferrous ores or concentrates, or re- 
fining non-ferrous metals, or both; 
or producing brass, copper products, 
or brass products, not further ad- 
vanced than rods, sheets, tubes, bars, 
plates, or strips. 

Tanners will be permitted to use 
the above method for all raw ma- 
terials, including the raw materials 
in goods in process and in finished 
goods. 

The raw material inventories, on 
the “last-in first-out” basis must be 
taken at cost, including the inven- 
tory at the beginning of the year. 
The method may be elected for in- 
ventories at the close of any taxable 
year beginning after December 31, 
1938 if notice of election is filed 
with the tax return for the preced- 
ing year. Once elected it must be 
adhered to unless the Commissioner 
consents to a change. 


Surtax on Personal Holding 
Companies 


The 1938 Act excludes from the 
personal holding company class 
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licensed personal finance companies 
if they satisfy certain requirements. 

An affiliated group of railroad 
corporations may be subject to the 
personal holding company surtax on 
a consolidated basis. 

For the benefit of real estate com- 
panies, interest on debts owed to the 
corporation, representing the sale 
price of real estate sold to custom- 
ers, will be treated as rent received 
in determining whether the corpora- 
tion is a personal holding company. 

Personal holding companies will 
be allowed a dividend carry-over. 
They will also be allowed a limited 
credit for dividends paid within two 
and a half months after the close of 
the taxable year, and for dividends 
paid within 60 days after the final 
determination of a deficiency in the 
personal holding company surtax. 


Charitable Contributions 


The deduction for charitable con- 
tributions, etc., by either individuals 
or corporations will be restricted to 
contributions made to domestic 
organizations. Such contributions 
by corporations are subject to the 5 
per cent. limitation, and may not be 
deducted as expenses even though 
they constitute ordinary and neces- 
sary expenses. 

Contributions will not be allowed 
iri computing partnership net in- 
come but each partner will be al- 
lowed to deduct his share of the con- 
tributions in his personal return, 
subject to the limitation. 

Only contributions actually paid 


within the taxable year will be de- 
ductible. 


Compensation of Officers 
and Employees 


Only compensation in excess of 
$75,000 will be made public, in lieu 
of the $15,000 which was fixed by 
prior law. 


Employees’ Trusts 


For taxable years beginning after 
December 31, 1938 trusts forming 
part of a stock bonus, pension, or 
profit-sharing plan for employees 
will not be exempt from tax unless 
it is impossible (at any time prior to 
the satisfaction of all liabilities with 
respect to employees under the 
trust) for any part of the corpus or 
income to be used for purposes 
other than for the exclusive benefit 
of the employees. 

Under prior law, employers were 
permitted to deduct over a ten year 
period contributions to employees’ 
pension trusts in excess of amounts 
required to cover the pension liabil- 
ity accruing during the taxable year. 
The new law will permit this deduc- 
tion only for years in which the trust 
is exempt from tax, under the pre- 
ceding paragraph. 


Personal Exemption of Trusts 

A trust, as distinguished from an 
estate, will be allowed a personal ex- 
emption of only $100 and a return 
must be filed if the trust has net in- 
come of $100 or over. 
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Basis of Property Acquired in 
Tax-Free Reorganizations 


The law has been amended to 
make it clear that in the case of prop- 
erty acquired by a corporation in 
connection with a reorganization in 
a taxable year beginning before 
January 1, 1936 a transferor’s basis 
must be used only if an interest or 
control in the property of 50 per 
cent. or more remained in the same 
persons. 


Basis of Property Acquired in 
Liquidation of Subsidiary 


Under the 1934 Act as amended 
by the 1935 Act the basis of prop- 
erty acquired in a tax-free liquida- 
tion of a subsidiary was the same as 
the basis of the parent company’s 
investment in the stock of the sub- 
sidiary. The 1936 Act superseded 
the 1935 Act and fixed the basis as 
the same as the basis in the hands of 
the subsidiary. The 1938 Act pro- 
vides retroactively, that if the first 
distribution in liquidation was made 
after August 29, 1935 and the last 
distribution was made before June 
23, 1936 the parent corporation may 


Be 


elect to use as a basis the basis fixed 
by the 1934 Act, as amended; that 
is, the basis of the parent company’s 
investment in the stock of the sub- 
sidiary. The election must be made 
within 180 days after the date of 
the enactment of the 1938 Act. 


Reorganization of Public 

Utility Holding Companies 

In order to permit the simplifica- 
tion of public utility systems pur- 
suant to the Public Utility Holding 
Company Act of 1935, the 1938 
Revenue Act contains special provi- 
sions permitting various tax-free 
exchanges and transfers, if made in 
obedience to orders of the Securi- 
ties and Exchange Commission. 
These provisions are not of suffi- 
cient general interest to warrant dis- 
cussion within the scope of this 
article. 


Capital Stock Tax 


Taxpayers will be permitted to 
declare a new value for capital stock 
tax for the year ending June 30, 
1938 and every three years there- 
after. 





] 
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Excise Taxes Under the Revenue Act 
of 1938 


By H. A. Ture. 
(New York Office) 


During the many months the 
Revenue Act of 1938 was in process 
of enactment public attention was 
directed largely to the important 
changes which it was designed to 
effect in the federal income tax law, 
particularly in respect of the undis- 
tributed profits tax and the capital 
gains tax. The 1938 Act, however, 
also made changes in some of the 
other federal taxes, and it is the 
purpose of this article to comment 
briefly on such changes. 


Estate Tax 


The Committee on Ways and 
Means of the House of Representa- 
tives proposed the simplification of 
the basic estate tax imposed by Sec- 
tion 301(a) of the Revenue Act of 
1926, as supplemented by the addi- 
tional estate tax imposed by Section 
401 of the Revenue Act of 1932 as 
amended by subsequent acts. Ac- 
cordingly the Revenue Act of 1938 
as introduced in and passed by the 
House provided a new rate schedule 
in substitution for the original rate 
schedule fixed in the Revenue Act of 
1926 to lessen the complexity of 
determining the estate tax. 

This change was not designed to 
increase the amount of the tax. 


Under existing law, however, a 
credit not exceeding 80 per cent. of 
the basic estate tax under the 
Revenue Act of 1926 is allowed for 
death taxes imposed by and paid to 
the States. The proposed rate 
changes made a different percentage 
necessary as the equivalent of the 
limitation of 80 per cent. and this 
was found to be 16% per cent. 
When the Revenue Act of 1938 
was under consideration by the 
Finance Committee of the Senate, 
protests were received from a num- 
ber of the States that the proposed 
change, even though it was to be 
effective only with respect to estates 
of decedents dying after December 
31, 1939, would not give them suffi- 
cient time to enable them to make 
their laws conform to the change. 
Apparently recognizing the validity 
of these protests, the Finance Com- 
mittee dropped the proposed changes 
from the Bill as introduced into the 
Senate, and the Revenue Act of 
1938 as finally enacted makes no 
changes in the estate tax rates now 
in effect or in the 80 per cent. credit 
for State death taxes. It seems logi- 
cal and desirable, however, that 
some such change as the Ways and 
Means Committee proposed should 
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be adopted in the near future in the 
interests of simplicity of determi- 
nation of the tax, since the basic tax 
under the Revenue Act of 1926 and 
the additional tax under the Revenue 
Act of 1932, as amended, differ in 
their rates, in the amount of specific 
exemption allowed, in the credit pro- 
visions, and in the value of the gross 
estate necessitating the filing of a 
return. 

The Revenue Act of 1938 does 
provide, however, by amendment of 
Section 305(b) of the Revenue Act 
of 1926, that the Commissioner 
may extend the time for payment of 
any part of the estate tax to ten 
years from the due date instead of 
eight years as formerly. Such ex- 
tensions are permitted only in cases 
where a showing of undue hardship 
is made, and the Commissioner may, 
in his discretion, require security for 
the payment of the amount of the 
tax in respect of which the extension 
is granted. This is a change from 
the previous law providing for se- 
curity in the form of a bond not 
exceeding double the amount of the 
part of the tax, extension of pay- 
ment of which is granted. The 
nature and amount of the security 
is thus left to the Commissioner, and 
will doubtless be the subject of his 
regulations. 

While the provision is not new, 
it should be noted that if an exten- 
sion of payment is granted, the run- 
ning of the statute of limitations for 
assessment and collection of the 
estate tax (three years after the fil- 


ing of the returns in the case of 
assessment and six years after 
assessment of the tax in the case of 
collection) will be suspended for 
the period of any such extension. 

In the case of an extension 
granted after March 31, 1938, the 
rate of interest upon the unpaid 
assessment is four per cent. per 
annum, instead of six per cent. as 
formerly. 

A further provision of the 1938 
Act (Section 821) is to the effect 
that interest accruing after October 
24, 1933, and before August 30, 
1935, on delinquent income, estate 
and gift taxes shall be computed at 
the rate of six per cent. per annum. 
If any such interest has been col- 
lected for such period in excess of 
such rate, it is to be refunded or 
credited to the taxpayer, provided 
claim therefor is filed within six 
months after the date of enactment 
of the 1938 Act, that is, by Novem- 
ber 27, 1938. No interest will be 
allowed on any such refund or 
credit. 


Gift Tax 


The Revenue Act of 1938 amends 
Section 504(b) of the Revenue Act 
of 1932, relating to the computation 
of net gifts, by providing that in the 
case of gifts (other than gifts in 
trust, or of future interests in prop- 
erty) made to any person during 
the calendar year, the first $4,000 of 
such gifts to such person (instead of 
the first $5,000 as at present) shall 
not be included in the total amount 
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of gifts made during such year. 
This amendment is effective begin- 
ning with the calendar year 1939. 

This exclusion of gifts to trusts 
makes it impracticable to avoid gift 
taxes by the creation of multiple 
trusts where the contribution to the 
trust is $4,000 or less. 


Capital Stock Tax 


Sec. 601 of the Revenue Act of 
1938 reenacts the corporation capi- 
tal stock tax, beginning with the 
year ending June 30, 1938. There 
is no change in the rate which con- 
tinues at $1 per each $1,000 of the 
adjusted declared value of the capi- 
tal stock. 

No change is made in the method 
of determining such adjusted de- 
clared value, but provision is made 
for a new declaration to be made for 
three year periods beginning with 
the year ending June 30, 1938, with 
adjustments in the intervening 
years similar to those provided for 
in the Revenue Act of 1935. A new 
declaration is to be made each third 
year thereafter. The first year of 
each three year period is termed a 
“declaration year.” 

Accordingly, a new declaration of 
value will be permitted in the capi- 
tal stock tax return for the year 
ending June 30, 1938, which decla- 
ration cannot be changed until a re- 
turn is made for the year ending 
June 30, 1941. 

By a special provision the capital 
stock tax year beginning with or 
within the income-tax taxable year 


in which bankruptcy or receivership, 
due to insolvency, of a domestic cor- 
poration is terminated is made the 
year for which declaration of a new 
capital stock value will be permitted, 
and the adjusted declared value for 
any subsequent year of the three 
year period is to be determined on 
the basis of the value declared in the 
return of the declaration year. 

The Report of the Senate 
Finance Committee states it is con- 
templated that usually the termina- 
tion of bankruptcy will be deemed 
to occur when custody and control 
of the property is returned by the 
trustee in bankruptcy or receiver to 
the management of the corporation 
and the supervision of the court 
ends. The proceedings under sec- 
tions 77 and 77B of the Bankruptcy 
Act will usually be deemed to be 
terminated when a final decree is 
entered therein. 


Excess-Profits Tax 


Sec. 602 of the Revenue Act of 
1938 reenacts this tax at the same 
rates and with the same provisions 
as in the previous law. However, 
under subsection (a) the tax is im- 
posed only with respect to the in- 
come-tax year ending after the close 
of a capital stock tax year for which 
a corporation is subject to the capi- 
tal stock tax. This is a departure 
from the provision of the Revenue 
Act of 1935, as amended, which im- 
posed an excess-profits tax for each 
income-tax taxable year ending after 
the close of the first year for which 
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the corporation was subject to capi- 
tal stock tax. 


Social Security (Pay Roll) 
Taxes 


Sec. 810 of the Revenue Act of 
1938 allows a taxpayer who paid the 
tax imposed for the calendar year 
1936 by section 901 of the Social 
Security Act (Unemployment In- 
surance) a credit (subject to the 90 
per cent. limitation) for the amount 
paid by him before the sixtieth day 
after date of enactment of the 1938 
Act, i.e., before July 26, 1938, into 
an unemployment fund under a 
State law. The refund based on 
any such credit, not heretofore 
claimed or allowed, will be recov- 
erable only if claim is filed within 
four years after the payment of the 
Federal Tax. 

While the benefit of this provi- 
sion will extend to employers in 
most, if not all, of the States, it will 
chiefly inure to employers in those 
States which were tardy with un- 
employment compensation legisla- 
tion. 


Other Excise Taxes 


The following excise taxes im- 
posed by prior laws are abolished on 
sales by the manufacturer or pro- 
ducer after June 30, 1938: 


Tooth and mouth washes, denti- 
frices, tooth pastes and toilet 
soaps 

Furs 

Phonograph records 


Sporting goods 

Cameras 

Chewing gum 

Crude petroleum 

Refining of crude oil 

Brewer’s wort, malt syrups, etc. 

Sales of produce for future de- 
livery 

Rapeseed oil 

Palm oil for certain uses 

Certain lumber 

Cheese flavoring compounds 

Matches, except colored and 
wooden upon which the tax is 
5 cents per 1,000 matches sold 
after June 30, 1938 


Tax on Tractors: A tax of 2 per 
cent. is imposed upon the sale of 
tractors of the kind chiefly used for 
highway transportation, effective as 
to sales made after June 30, 1938. 


Tax on Distilled Spirits: An addi- 
tional tax of 25 cents per gallon is 
imposed upon distilled spirits on 
and after July 1, 1938, making such 
tax $2.25 per gallon (proof gallon 
or wine gallon) instead of $2.00. 
This additional tax will be upon dis- 
tilled spirits in bond or produced in 
or imported into the United States. 
There is some question as to whether 
or not it will apply to floor stocks in 
the hands of dealers. 


Exemption from Stamp Tax 
upon Certain Transfers of Stocks 
and Bonds: Sec. 711 of the Revenue 
Act of 1938 exempts from stamp 
tax, transfers after June 30, 1938 


(Concluded on page 32) 
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Tax Rates and Computations 
Under the Revenue Act of 1938 


By H. E. BiscHorr 
(New York Office) 


The normal and surtax rates in Surtax Rates: The following 
the case of individuals have not table sets forth the surtax rates on 
been changed under the 1938 Act. individuals. The last column shows 

_ the combined normal and surtax 

Income Tax on Individuals due on the maximum amount of net 

Normal Rate: The normal in- income shown in each respective 


come tax rate is 4 per cent. bracket. 

TAXES IMPOSED ON INCOME OF INDIVIDUALS BY 1938 REVENUE ACT 

Taxable Net Income Surtaz on Combined 

in Excess of Surtaz Mazimum Amount Normal Tax (4%) 

Personal Exemptions Rates tn Each Bracket and Surtaz* 
First oe ere None None $ 160 
$4,000 to rears 4 Pct. $ 80 320 
6,000 to 8,000.............. 5 180 500 
8,000 to 10,000.............. 6 300 700 
10,000 to 12000.............. 7 440 920 
12,000 to PUREE io. seC stator diarereatic 8 600 1,160 
14,000 to ee 9 780 1,420 
16,000 to SS eer 1l 1,000 1,720 
18,000 to 20,000.............. 13 1,260 2,060 
20,000 to om 15 1,560 2,440 
22,000 to a Ie 17 2,240 3,280 
26,000 to 32,000.............. 19 3,380 4,660 
32,000 to 38,000.............. 21 4640 6,160 
a er 24 6,080 7,840 

000 to 50,000.............. 27 7,700 9,700 
50,000 to 56,000.............. 31 9,560 11,800 
6,000 to I ities 35 11,660 14,140 
000 to 68,000.............. 39 14,000 16,720 

000 to 74,000............-. 43 16,580 9, 

74000 to — eiebiaieiee 47 19,400 22/600 
80,000 to RICE: 51 24'500 28,100 
SUG0e to. TOGO, ......00 cocci 55 30,000 34,000 
TEGO ta TO. 5... 6c cesses 58 59,000 65,000 
Ue ee 60 89,000 97,000 
200,000 to 250,000.............. 62 120,000 130,000 
250,000 to 300,000.............. 64 152,000 164,000 
wn,000 16 «~SUU GOD. ..... 2. ccesee 66 218,000 234,000 
400,000 to GOU000............04. 68 286,000 306,000 
'000 to 750,000.............. 70 461,000 491,000 
750,000 to 1,000,000.............- 72 641/000 681,000 
1,000,000 to 2,000,000.............. 73 1,371,000 1,451,000 
2;000,000 to 5,000,000.............. 74 3,591,000 3,791,000 


Over SOR GOO. 0... cnciccveees 75 


* Before applying credit for ‘‘Earned Income” or any credits for interest on U. 8. obligations, etc., allowed 
under Section 25. 
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Exemptions: The personal ex- 
emptions allowed citizens and resi- 
dents under the 1936 Act are con- 
tinued as follows: 

Single person, or married per- 

son not living with spouse... $1,000 

Married person living with 

spouse; or head of family... 

Credit for dependents (each) 


2,500 
$400 


An estate is allowed a personal 
exemption of $1,000 as under the 
1936 Act, but that for trusts has 
been reduced from $1,000 to $100. 


Tax on Corporations 


Classes of Corporations: Under 
the 1938 Act, corporations, other 
than those in the “special classes,” 
are divided into three classes: 

(1) Corporations with net income 
over $25,000, subject to the 
“general rule ;” 

(2) Corporations with net income 
slightly over $25,000, to which 
the alternative, or so-called 
“notch,” provision applies ; 

(3) Corporations with net income 
of not more than $25,000. 


Net Income Not Over $25,000: 
The tax is based on “special class 
net income” described on page 1. 

The rates of tax are as follows: 


Amounts of “Special Rates Total 
Class Net Income” ofTax Tar 
Not in excess of $5,000 1214 Pct. $625 
$5,000 to $20,000 14 Do. 2725 
$20,000 to $25,000 16 Do. 3525 


The average rate on “special class 
net income” of exactly $25,000 is 
14.1 per cent. 





Example: Corporation A reports 
net income of $25,000 for 1938 
which includes $500 of interest on 
U. S. obligations and $1,000 of 
dividends from domestic corpora- 
tions. It pays a dividend of $10,- 
000 during the taxable year. The 
tax would amount to $3,309.00, as 
computed below: 


Et $1COME. ..... occ cccee $25,000 
Less, Interest on U. S. obli- 

WEOIE 5 <c:ceccicc cians 500 
Adjusted net income..... $24,500 
Less, 85 per cent. of $1,000 

GEVIIEIIES 6. cc.uceweccioce 850 


Special class net income $23,650 





$5,000 x 12% Pet....650< $625 
S00 x14 86s ..5<0 2,100 
SO00=16 3 3} 8 DO... ccc 584 
i $3,309 





The amount of dividends paid by 
Corporation A has no effect upon 
the tax. 


Net Income Over $25,000: In 
case of corporations reporting in- 
come more than $25,000 the general 
rule applies, except that for those 
falling under the second class noted 
above the tax is computed under 
both the “general rule” and the 
“notch” provision, and whichever 
tax is less is applied. 

General Rule: Under the “gen- 
eral rule” a tentative tax is calcu- 
lated at 19 per cent. of the adjusted 
net income (net income less par- 
tially exempt interest included 
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therein). There is then deducted ine Site ot Sen 





Percentages 
from this tentative tax the sum of: Fereentage of On Adjust: Percentages: 
(a) 16% per cent. of the 85 per faye Qtet ae “Soa” 
ae . dit. that Paid Credit Received Corporations 
riage ogc Senay ge eee 16.5 2.475 
is, 14.025 per cent. of the domestic gg oo, 16.75 2.725 
dividends received or of the ad- go.............. 17. 2.975 
justed net income, whichever is less, 70 .............. 17.25 3.225 
and OP inenteesnctens 17.5 3.475 
(b) 214 per cent. of the dividends a ee eee — aa 
paid credit, but not to exceed 24% 39 1... 18.25 4.225 
per cent. of the adjusted net income. 20 .............. 18.5 4.475 
Example: Corporation B reports Z settee eee e ees 18.75 pri 
adjusted net income of $50,000 for “OPS s++s+te e+ 7” — 


the year 1938 which includes 
$2,000 of dividends from domestic 
corporations. The company is en- 
titled to a dividends paid credit of 
$30,000. The tax under the gen- 
eral rule amounts to $8,469.50 cal- 
culated as follows: 


$50:000 x 19 Pet. ....cseos $9,500.00 
Less: $2,000 x 85 Pct. x 
1Ge Peti......<. $280.50 


$30,000 x 24% Pct. 750.00 
1,030.50 


ORE ABR 6 isicsieonets $8,469.50 


The following table presents the 
effective rates of tax on adjusted 
net income less dividends received 
and on dividends received from do- 
mestic corporations when the tax is 
computed under the “general rule.” 
It is assumed that the amount of 
such dividends received does not 
exceed the adjusted net income. 
The term “dividends paid credit” is 
described on page 3. 


Example: The tax on Corpora- 
tion B is $8,469.50, i. e., $48,000 x 
.175 or $8,400 plus $2,000 x .03475 
or $69.50. 

Alternative (“Notch”) Provi- 
sion: The tax under the “notch” 
provision, which applies to corpora- 
tions with net income slightly more 
than $25,000 if the tax computed 
thereunder is less than the tax un- 
der the “general rule,” is computed 
as follows: 

First Provision: If the gross in- 
come of the corporation does not 
include any partially exempt inter- 
est or any dividends received for 
which a credit is allowed, a tax on 
the first $25,000 is computed at the 
rates applied to Group 3 corpora- 
tions and will total $3,525. To 
any excess over $25,000 a rate of 
32 per cent. is applied. 

Example: Corporation C reports 
net income of $25,800 in 1938, in- 
cluding no partially exempt interest 
and no domestic dividends, and is 
entitled to a dividends paid credit 


A TT SLL TON TT NS 
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of $10,000 during the taxable year. 
The lesser tax of $3,781 of the two 
computations shown below would 
apply : 


“Notch” provision: 





Tax on S25.000......o.005 $3,525 
Tax on $800 at 32 Pct..... 256 
ER ans a wctesials $3,781 
General rule: 
$25,800 x 19 Pet.........:. $4,902 
Less, 2% Pct. of $10,000 
dividends paid credit. . 250 
TOIGE sic ovcsnsavs $4,652 





Second Provision: The second 
provision under the alternative tax 
applies to corporations reporting 
gross income which includes inter- 
est and dividends of the kind pre- 
viously described with reference to 
the first provision. 

To begin with, the net income 
is divided into two divisions, the 
first division consisting of $25,000, 
and the second division consisting 
of the remainder of the net income. 

There is allocated to the first divi- 
sion until an aggregate of $25,000 
has been reached : 

First, the portion of gross in- 
come consisting of partially 
exempt interest on U. S. obli- 
gations, etc. ; 

Second, the portion of gross in- 
come consisting of dividends 
received from domestic cor- 
porations; and 

Third, other income sufficient to 
bring the aggregate up to 
$25,000. 


There is allocated to the second 
division the excess of net income 
over $25,000, as follows: 


First, any remainder of partially 
exempt interest from U. S. 
Government bonds, etc., not 
allocated to the first division; 

Second, any part of income from 
dividends from domestic cor- 
porations not allocated to the 
first division; and 

Third, any excess of net income 
not already allocated to either 
division. 


After making the above segre- 
gation, the tax is then computed 
as follows: 


(1) A tax under the same method and 
at the same rates as used with refer- 
ence to “special class net income,” 
as previously described, is com- 
puted on the net income allocated 
to the first division, as if this divi- 
sion constituted the entire net in- 
come of the corporation ; 

A rate of 12 per cent. is applied to 
the dividends allocated to the second 
division ; 

A rate of 32 per cent. is applied to 
the remainder of the income allo- 
cated to the second division, but not 
to any -exempt interest allocated 
thereto. 


(2) 


(3) 


Example: Corporation D reports 
net income of $27,500 for 1938, in- 
cluding interest of $2,000 on U. S. 
obligations and dividends of $24,- 
500 from domestic corporations, and 
is entitled to a dividends paid credit 
of $14,500 during the taxable year. 
The lesser tax ($931.25) of the 
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two computations shown below 
would apply: 
Net income allocated to first division : 


Interest on U.S. obligations $2,000 
Dividends (part of $24,500) 23,000 





$25,000 
Net income allocated to second division: 

Interest over $25,000..... None 
Dividends (balance of 

SRPOED sccvensvocsess $1,500 

Balance of net income.... 1,000 

$2,500 

Total net income..... $27,500 


Net income allocated to first 
oS Re eens are $25,000 


Less: Interest on 
U.S. obligations $ 2,000 
85 per cent. of 
$23,000 divi- 
dends received. 19,550 21,550 





ae $3,450 


Tax on first division bal- 
ance of $3,450 at rates 
under Sec. 14 (c): 


$3,450 x 124% Pet........00 $431.25 


Tax on items allocated to 
second division: 


Remainder of dividends, 





S100 © 12 Pet... <0ck0 180.00 

Balance of net income, 
$1,000 % 32 Pet. ......c00 320.00 
WOME NOR ccc Apaiaec $931.25 


The tax computed under the 
“general rule,” which does not apply 
since it is higher than under the 
“notch” provision, would amount 
to $1,046.38, computed as follows: 


ee 











OE ARGOME. aisncsecacces $27,500 
Less, Interest on U. S. 
ODUGATIONS ...<..:0.6:0:0:0:0 2,000 
Adjusted net income..... $25,500 
$25,000 % 19 Petissnsaccs $4,845.00 
Less: 


$24,500 x 16% 

Pet. x 85 Pct.. $3,436.12 
2% Pct. of divi- 

dends paid 

credit of $14,- 


SOO csivearsaisets 362.50 3,798.62 
Aa caine $1,046.38 





The following table shows vari- 
ous amounts of adjusted net in- 
come for which the tax under the 
“general rule’ and under the 
“notch” provision is the same. The 
adjusted net income figures used 
include no dividends received from 
domestic corporations. When such 
adjusted net income is less than the 
amounts shown in the table, the 
“notch” provision applies; when it 
is greater, the corporation is subject 
to the “general rule.” 

Amount Tax Under 


Percentage of Ad- of Either 
justed Net Income Adjusted “General Rule” 
Offset by Dividends Net or “Notch” 
Paid Credit Income Provision 
100 Pet...... $28,870 $4,763 

a 29,344 4,915 
80 “1... 29/833 5,071 
eee 30,338 §,233 
er 30,862 5,400 
eee 31,403 5,574 
MINE sas csntis 31,964 5,753 
| 32'545 5,939 
ee 33,148 6,132 
ROE atasunane 33,773 6,332 
POO onisiis 3 a 34,423 6,540 


Corporations in bankruptcy and 
receivership, joint stock land banks, 
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and rental housing corporations 
regulated or restricted by the Fed- 
eral Housing Administrator under 
section 207 (b) (2) of the National 
Housing Act are taxed as other cor- 
porations except that when the tax 
is computed under the “general 
rule” the tentative tax is reduced by 
2% per cent. of the adjusted net 
income instead of by 21% per cent. 
of the dividends paid credit. In 
effect, therefore, they are treated as 
though any net income had been 
paid out in dividends. 

Surtax on Personal Holding 
Companies: The revised rates en- 
acted under the 1937 Act are con- 
tinued under the new law. Accord- 
ingly, in addition to the corporation 
tax previously described herein, 
there is imposed upon “undistrib- 
uted Title IA net income” a surtax 
at the following rates: 


Undistributed Title IA Rates of 
Net Income Surtax 

Not in excess of $2,000....65 per cent. 

In excess of $2,000........ 75 per cent. 


Surtax on Corporations Im- 
properly Accumulating Surplus: 
Due to the revision in the method of 
calculating the corporation income 
tax under the new law, the two sets 
of rates which applied under the 
1936 Act, depending on whether or 
not the corporation was subject to 
the surtax on undistributed income, 
are no longer necessary. The tax, 
which is in addition to the regular 
corporation tax, is computed on “un- 
distributed Section 102 net income” 
at the following rates: 





Undistributed Sec. 102 Rates of 
Net Income Surtax 

Not in excess of $100,000. .25 per cent. 

In excess of $100,000...... 35 per cent. 


Capital Stock Tax 


New Declaration of Value: Ir- 
respective of the declared or ad- 
justed declared value used for previ- 
ous capital stock tax returns, every 
corporate taxpayer is permitted to 
make a new declaration of value of 
its capital stock for the year ending 
June 30, 1938. In addition there is 
allowed also a new declaration of 
value each third year thereafter. 

Rate of Tax: The capital stock 
tax under the new Acct is at the rate 
of $1 per $1,000 of declared capital 
stock value, similar to that under the 
1936 Act. 


Excess-Profits Tax 


Rates: The rates in effect under 
the 1936 Act are retained in the new 
Act as follows: 


6 per cent. of such portion of a corpora- 
tion’s net income for its income tax 
year (less the credit for dividends 
received) as is in excess of 10 per 
cent. and not in excess of 15 per 
cent. of the adjusted declared value 
of its capital stock at the close of its 
preceding income tax year, and 

12 per cent. of such portion of a corpora- 
tion’s net income as is in excess of 
15 per cent. of the adjusted declared 
value. 


Estate Tax 


The estate tax rates imposed 
under the 1926 Act and the 1932 
Act (as amended in 1935) remained 
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unchanged by the 1936 and 1938 
Acts and accordingly apply to trans- 
fers of estates of decedents dying 
after August 30, 1935 (date of en- 
actment of 1935 Act). 

Exemption: A specific exemption 
of $40,000 is allowed for comput- 
ing the estate tax under the amended 
1932 Act. For the purpose of com- 
puting the estate tax under the 1926 
law, the exemption remains at $100,- 
000. 

Method of Computation: As 
heretofore, two separate computa- 
tions are required in order to arrive 
at the total estate tax, namely, (1) 
using an exemption of $100,000 and 


the tax rates under the 1926 Act 
for the purpose of arriving at a base 
for computing the maximum credit 
(80 per cent. of such base) for state 
inheritance and estate taxes, and 
(2) using an exemption of $40,000 
and the rates under the amended 
1932 Act, from which amount there 
is deducted the tax computed under 
the 1926 Act (before deducting 
from the latter the credit for state 
tax). The amount remaining, after 
deducting from (1) the credit for 
state inheritance tax, is added to (2) 
to arrive at the total tax. 

The table below shows the 
rates applicable under the 1926 and 


ESTATE TAX RATES 


EXEMPTION UNDER 1926 Law....... 
EXEMPTION UNDER 1932 Law (as amended in 1935)............ 


Value of Net Estate 1926 Law 1932 Law (as amended) 
After Deducting Exemptions Rates of Amounts of Rates 0; mounts of 
as Stated Above Tax Taz Taz Taz 
$O0to §$ 10,000.......... 1 pet. $ 100 2 pet. $ 200 
10,000 to yO ee I 200 4 600 
20,000 to | ee 1 300 6 1,200 
30,000 to on ee 2 400 8 2,000 
,000 to re 1 500 10 3,000 
50,000 to a 2 900 12 5,400 
70,000 to ee 2 1,500 14 9,600 
100,000 to ye 3 4, 17 26,600 
200,000 to eee 4 12,500 20 66,600 
400,000 to  600,000.......... 5 22,500 23 112,600 
600,000 to | ee 6 34,500 26 164,600 
000 to 1,000,000.......... 7 48,500 29 222/600 
1,000,000 to 1,500,000.......... 8 88,500 32 382,600 
1,500,000 to 2,000,000.......... 9 133,500 35 557,600 
2,000,000 to 2,500,000.......... 10 183,500 38 747,600 
2,500,000 to 3,000,000.......... 11 238,500 41 952,600 
3,000,000 to 3,500,000.......... 12 298,500 44 1,172,600 
3,500,000 to 4,000,000.......... 13 363,500 47 1,407,600 
4,000,000 to 4,500,000.......... 14 433,500 50 1,657,600 
4,500,000 to 5,000,000.......... 14 503,500 53 1,922,600 
5,000,000 to 6,000,000.......... 15 653,500 56 2,482,600 
6,000,000 to 7,000,000.......... 16 813,500 59 3,072,600 
7,000,000 to 8,000,000.......... 17 983,500 61 3,682,600 
8,000,000 to 9,000,000.......... 18 1,163,500 63 4,312,600 
9,000,000 to 10,000,000.......... 19 1,353,500 65 4,962,600 
10,000,000 to 20,000,000.......... 20 3,353,500 67 11,662,600 
20,000,000 to 50,000,000.......... 20 303,500 69 32,362,600 


a a a 
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amended 1932 Revenue Acts. At- 
tention is drawn to the fact that the 
figures shown in the first two col- 
umns are after deducting the exemp- 
tions applicable under the different 
laws as stated at the top of the 
schedule. The amount of tax shown 
in each bracket is based upon the 
maximum value of the net estate in 
such bracket. 

Example: Assume that X died 
June 2, 1938, leaving a net estate 
(before specific exemptions) of 
$500,000 and that he is entitled to 
the maximum credit allowed for 
state inheritance tax. The total 
estate tax payable would amount to 
$70,400, computed as follows: 


Tax Computed Under 1926 Act 
eG CME ag ccc ne $500,000 


Less, Exemption... 100,000 
Net estate after 
exemption .. $400,000 


_—_—= 


Tax on $400,000 at 
1926 rates....... $12,500 
Less, Credit for state 
inheritance tax, 80 

per cent. of $12,- 

WN Scncrivenauers 


Net tax under 


1926 act.... $2,500 


Tax Computed Under 1982 Act 
(as Amended in 19365) 


INGE CS1RIE 5.6 ccc cece $500,000 


Less, Exemption... 40,000 
Net estate after 
exemption .. $460,000 


Tax on $460,000 at 
1932 rates (as 


amended) ...... $80,400 
Less, Tax at 1926 
TEE b.trceecens 


12,500 


Additional tax under 
1932 Act (as 


amended) ...... 67,900 
Total estate tax........ $70,400 
Gift Tax 


The gift tax rates imposed under 
the 1932 Act, as revised by the 1935 
Act, were not changed by the 1936 
or 1938 Acts. 

Effective Date: The present rates 
apply to gifts made on or after Janu- 
ary 1, 1936. 

Exemptions: The specific exemp- 
tion of $40,000 contained in the 
1935 Act is continued. The $5,000 
exemption previously allowed for 
gifts (other than future interest in 
property) made to any person dur- 
ing any taxable year is reduced to 
$4,000 beginning January 1, 1939, 
and the exemption will not apply to 
gifts in trust made on or after that 
date. 

Rates: The tax is cumulative and 
advances to the higher brackets as 
the total value of all taxable gifts 
increases from year to year. In 
computing the tax for 1938 the tax- 
able gifts made in 1938 are added 
to the total of taxable gifts made up 
to December 31, 1937. A tax at the 

1932 rates (as amended) is com- 
puted on the grand total. There is 
then deducted from the tax thus 
arrived at, a tax computed on the 
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accumulated gifts to December 31, 
1937, and the difference between the 
two tax computations is the tax on 
the 1938 gifts. A similar pro- 
cedure will be followed in the years 
following 1938. 

The following table shows the 


rates under the 1932 Act, as 
amended in 1935, which are applic- 
able to 1936 and later years. The 
amounts of tax shown have been 
computed on the maximum amounts 
of taxable gifts in the respective 
brackets. 


GIFT TAX RATES 


ee ere 


Net Gifts in Excess of 
Exemption as Stated Above 


$0to  $10,000............ 
10,000 to  20,000........... 
20,000 to  30,000........... 
30,000 to 40,000........... 





000 to 50,000........... 
50,000 to -70,000........... 
70,000 to  100,000........... 
100,000 to  200,000........... 
200,000 to  400,000........... 
400,000 to 600,000............ 

000 to 800,000............ 

800,000 to 1,000,000............ 

1,000,000 to 1,500,000........... 
,500,000 to 2,000,000........... 

2,000,000 to 2,500,000........... 

2,500,000 to 3,000,000........... 

3,000,000 to 3,500,000........... 

3,500,000 to 4,000,000........... 

4,000,000 to 4,500,000........... 

4,500,000 to 5,000,000........... 

5,000,000 to 6,000,000........... 

6,000,000 to 7,000,000............ 

7,000,000 to 8,000,000............ 


Example: Assume that from June 
7, 1932 (enactment of 1932 Rev- 
enue Act) to December 31, 1937, 
inclusive, Y made net gifts of 
$140,000, or $100,000 in excess of 
the $40,000 specific exemption, and 
that during 1938 he makes further 
net gifts of $100,000. The tax due 
on the 1938 gifts would amount to 
$12,750, computed in the following 
manner : 


wtesscaspiace Brcbniarniparronaaiee $40,000 
Rates of Total 
‘ax Taz 
Se 1% Pet. $ 150 
eects 450 
ee 4% 900 
5, cs eacathes 1,500 
winters 7% 2,250 
cracls 4,050 
Sareea 10% 7,200 
iltenor 12% 19,950 
am 15 49,950 
ace ears 17% 84,450 
sierache 19% 123,450 
eas 21% 166,950 
piesa 286,950 
ee 26% 418,200 
en 281 560,700 
rere 30% 714,450 
Sacweuaes 879,450 
piacere 354% 1,055,700 
aed 3714 1,243,200 
pein 3984 1,441,950 
neice 1,861,950 
eee 4444 2,304,450 
seeseaies 4534 2:761,950 
sareranets 47% 3,234,450 
seu 4834 3,721,950 
sesacs 50% 8,746,950 
ines 513% 24,271,950 


paar 5244 


Net gifts to December 31, 1937 
($140,000 less $40,000)..... $100,000 
Additional net gifts in 1938.... 100,000 


Total accumulated gifts. . . $200,000 


Tax on accumulated gifts of 
NORIO) oases aiscbiesis tres aieisis $19,950 
Less, Tax on accumulated 

gifts of $100,000 to Decem- 
TEE SiG BOE 6 viccinwteseu 7,200 


‘Lae on 1938 S108. «.<::...< $12,750 
(Concluded on page 32) 
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The New Tax Law 


The Revenue Act of 1938 ap- 
pears to be an improvement over 
the 1936 Act. I say “appears” 
because there are so many changes 
that it will require careful analysis 
before a well-considered opinion can 
be rendered. 

There are some outstanding im- 
provements which are discussed 
elsewhere in this issue and I am 
hopeful that there are no hard-to- 
discover defects. 





But I am sure that some sections 
are entirely too long and too com- 
plicated. More than ever I feel 
that short sections setting forth the 
intention of Congress to tax certain 
transactions at certain rates with 
directions to the Commissioner to 
prepare consistent Regulations 
would be better than a law which 
baffles the layman. 

Surely it would be better to men- 
tion a rate as 20 per cent. than 
30 per cent. of 66 2/3 per cent. 
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The law is a reminder that the 
rates are high enough to justify a 
meticulous study of every section. 
If transactions can be carried 
through in such a way as to reduce 
the tax burden as compared with 
doing things some other way that 
is the method to follow. 

The attempt of a Congressional 
Committee to stigmatize tax avoid- 
ance as unpatriotic and even unlaw- 
ful was a failure—as it should have 
been. 

We have a distinct duty to our 
clients to minimize their taxes. De- 
preciable assets should be deprecia- 
ted or written off to the full 
allowable limit. Where high taxes 
are in force we must be particularly 
vigilant to obtain every deduction 
permitted under the tax law. 


R. H. M. 


P. S. Since writing the foregoing 
I have read the May Issue of the 
Tax Magazine. I find I am not 
alone in believing that a simpler 
tax law is entirely feasible. 





New Tax Handbooks 


The vital changes effected in the 
federal income tax law by the pas- 
sage of the 1938 Revenue Act, the 
decisions by the courts and Board 
of Tax Appeals in important tax 
cases, and the publication of num- 
erous rulings by the Treasury since 
the publication of last year’s edi- 
tion of Colonel Montgomery’s 
Federal Income Tax Handbook, 


and of Federal Taxes on Estates, 
Trusts and Gifts, all contribute to 
making new editions of these 
books before the end of the year 
timely and necessary. A tremen- 
dous amount of time and effort is 
required for the production of a 
new edition. 

A large volume of material in 
the way of decisions and rulings 
needs to be studied and weighed for 
their effect on the application of 
the tax law. This is a continuing 
process of interpretation of the law 
which is of vital and practical im- 
portance because some of the de- 
cisions occasionally overturn long 
held views and procedures of the 
Treasury in its administration of 
the law. The study of the provi- 
sions of the new law, which in the 
case of those involving any doubt 
as to their interpretation or as to 
their application to given states of 
fact cannot be the subject of final 
judicial interpretation for some 
years to come, calls for much time 
and thought so that the author may 
express the views and suggestions 
which taxpayers and their advisers 
have found helpful in the past. 

A considerable portion of the text 
is rewritten for each new edition. 
This is another time consuming op- 
eration, but also one which contrib- 
utes to the continued improvement 
and usefulness of the books. Work 
on the new editions is already under 
way and it is expected that they will 
come from the press in the Fall. 

W.A.S. 
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Some Important Changes in 


New York Taxes 


By Joun A. Marik 
(New York Office) 


The legislature of New York 
State before its adjournment on 
March 18, 1938, continued numer- 
ous taxes scheduled to expire and 
made important revisions in the Tax 
Law, among which are the follow- 
ing: 


Personal Income Tax 


One of the outstanding changes 
applies to tax years beginning on or 
after October 1, 1937, and provides 
for the separation from other in- 
come of net capital gains (that is, 
the excess of capital gains over capi- 
tal losses) for the purpose of taxa- 
tion at one-half the rates imposed 
on other income. Capital losses are 
deductible only to the extent of capi- 
tal gains. 

The grantor’s basis, increased or 
decreased by the gain or loss recog- 
nized to the grantor upon such trans- 
fer in the year in which the transfer 
was made, is now the basis for de- 
termining gain or loss on property 
acquired by a transfer in trust after 
December 31, 1927. The amend- 
ment, which became effective March 
3, 1938, substituted the new date 
for the previous basic date, which 
was December 31, 1936. 


Corporation Franchise Tax 


Although the 1938 forms set 
forth the old instructions that stock 
investments, for purposes of alloca- 
tion, are to be apportioned in and 
out of the state in accordance with 
the value of the physical property 
represented by such stock, under a 
statutory change which affects such 
returns, the apportionment of in- 
vestments must now be made in 
accordance with the value of the 
underlying assets of the issuing cor- 
poration, other than patents, copy- 
rights, trade-marks, contracts and 
good will. The foregoing rule will 
also apply to future real estate cor- 
poration franchise tax returns. 
Usually, the taxpayer must estimate 
the percentage of allocation for each 
stock investment or leave it to the 
Tax Commission to supply the per- 
centage. 

For franchise taxes beginning 
with November 1, 1939, cash on 
hand and on deposit is eliminated 
as a factor in the allocation of the 
tax upon the issued capital stock 
valuation basis. 


Foreign Corporation License 
Fee 


To conform with a statutory 



































Some Important Changes in New York Taxes 29 





change, this year’s franchise tax 
forms provide for computing the 
foreign corporation license fee, and 
for payment of the fee (if not 
theretofore paid), or on any in- 
crease in capital employed in the 
state, when the returns are filed. In 
determining the allocation for the 
foreign corporation license fee in 
returns for tax years beginning 
with November 1, 1938, the meas- 
ure for capital stock employed in 
the state is the ratio of assets em- 
ployed in business within and with- 
out the state as reported in the 
segregation schedule of the com- 
pany’s franchise tax return. Here- 
tofore, the commission assessed the 
increases at intervals of several 
years and it may therefore be neces- 
sary to ascertain from the Commis- 
sion the total tax previously 
assessed or paid. 


Special Treatment of Invest- 
ment Trusts for Franchise Tax 


Section 214(b), added to Art. 
9A of the New York Tax Law, pro- 
vides a new basis for the taxation 
of domestic and foreign investment 
trusts for state tax years beginning 
with November 1, 1938. 

The total tax before apportion- 
ment is 414 per cent. of entire net 
income. This compares with the 
rate of 6 per cent. for ordinary busi- 
ness corporations. The minimum 
tax is not less than one mill on each 
dollar of net value of issued capital 
within the state or at least $25. 

Net value is taken at not less than 


(1) par value of issued stock; (2) 
$5 for each no par share issued; 
(3) difference between assets and 
liabilities (“net worth’); or (4) 
the average price at which such 
stock sold during the report year. 

The new basis of allocation and 
taxation of net income or issued 
capital stock applies to all invest- 
ment trusts whether or not they do 
business, employ capital or maintain 
an office outside of the State of 
New York. The new measure of 
allocation is the average value of 
gross assets of the investment trust 
consisting of stocks, bonds and other 
securities (obligations of the United 
States excepted) located within and 
without the State of New York. 
The portion of the value of a secur- 
ity deemed to be located in New 
York State is the gross value of the 
assets of the issuer or obligor, other 
than patents, copyrights, trade- 
marks, contracts and good will, lo- 
cated in the state to the total gross 
value of the same items wherever 
located. Unless the investment trust 
proves to the satisfaction of the 
Tax Commission that less than 15 
per cent. of its business is carried 
on in the state, the tax must be 
based on not less than 15 per cent. 
of its entire net income or entire 
issued capital stock, whichever 
yields the higher tax. 

The statutory definition of an in- 
vestment trust excludes (a) a dealer 
in securities selling to customers; 
(b) a corporation which has less 

(Concluded on page 31) 
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Notes 


The Greenwich Press gave the 
following account of Colonel Mont- 
gomery’s address to the Greenwich 
(Conn.) chapter of the N. A. C. A. 
on May 17: 


Speaking before a large group of mem- 
bers and guests of Chapter No. 51, Na- 
tional Association of Cost Accountants, 
Colonel Robert H. Montgomery, author 
of many standard accounting books and 
an outstanding figure in the field of public 
accounting, discussed the latest develop- 
ments in Federal taxation. He spoke in 
detail regarding many of the two hundred 
and fifty changes in the new tax law, 
which has recently been passed by Con- 
gress. He particularly warned account- 
ants against giving more attention to the 
balancing of books of account than to the 
information which they contained. 

The special guests of honor were Wil- 
liam M. Lybrand, associate partner with 
Colonel Montgomery in Lybrand, Ross 
Brothers and Montgomery of New York 
City, and P. J. Warner of Darien, Na- 
tional Treasurer of the National Associa- 
tion of Cost Accountants. 





The January issue of The Phil- 
ippine Accountants’ Journal repro- 
duced the presidential address which 
Colonel Montgomery delivered at 
the fiftieth anniversary meeting of 
the American Institute last fall. 





At a meeting of the Board of 
Trustees of Stanford University 
held March 17, 1938, Mr. Keast 
was reappointed as Consulting Pro- 
fessor of Accounting in the Gradu- 
ate School of Business for a second 


term of three years beginning Sep- 
tember 1, 1938. 


The N. A. C. A. Bulletin indi- 
cates that Mr. Marsh has been con- 
tinuing his strenuous activities as 
president of the National Associa- 
tion of Cost Accountants. The May 
15 issue mentions recent visits and 
addresses to the Houston, Birming- 
ham, Memphis and St. Louis chap- 
ters of the Association. 


The April, 1938 issue of The 
Commentator contained an article, 
“Death and Taxes,” by Mr. Staub. 
It dealt with an injustice inherent 
in the present form of the federal 
estate tax and with the fiscal un- 
soundness of using taxes levied on 
the corpus of decedents’ estates for 
current expenses of government. 

On April 21, Mr. Staub, who is 
a member of The New York Mer- 
chants Association’s Committee on 
Taxation and Public Revenue, was 
at the speaker’s table at the Members’ 
Council Luncheon Meeting, which 
was held at the Hotel Pennsylvania. 
The guest of honor and speaker was 
Governor Herbert H. Lehman. 

At the first annual meeting of the 
Investment Counsel Association of 
America, which was held at the 
Waldorf-Astoria on May 4, Mr. 
Staub gave a talk at the afternoon 
session on “Present and Potential 
Tax Laws and Their Effect Upon 
the Investor in Securities.” 
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On March 1, Mr. Davidson of 
our New York staff addressed the 
Hartford Chapter of the National 
Association of Cost Accountants 
on the subject of the tax bill pend- 
ing in Congress. The stimulating 
nature of Mr. Davidson’s talk is 
indicated by the fact that thirty- 
nine questions were asked from the 
floor, which the president of the 
chapter stated was a record for the 
current season. As Mr. Davidson 
expressed it, “It was quite an in- 
terrogative evening.” 





On April 19, Mr. Robert Bu- 
chanan of our San Francisco office 
gave a talk on “Recent Federal and 
California Income Tax Legisla- 
tion” at a dinner of the Beta Alpha 
Psi fraternity of the University of 
California at the Hotel Durant in 
Berkeley, California. 





Mr. Neville C. Gee, of our New 
York office staff, has been elected 
a member of The New York State 
Society of Certified Public Account- 
ants, and Mr. Conrad Fulmer Mills, 
of our Philadelphia office staff, has 
been elected a member of the Penn- 
sylvania Institute of Certified Pub- 
lic Accountants. 





The “Behind the Financial 
News” column of the New York 





Herald Tribune, in its May 28 issue, 
included mention of Mr. Staub’s 
article on General Accounting Poli- 
cies as applied to Banks and of Mr. 
Fageant’s article on Gifts to Insti- 
tutions, which had appeared in the 
March issue of the L. R. B. & M. 
JournaL. The column mentioned 
is conducted by the Associate Finan- 
cial Editor and lists current reading 
in business, economics, finance and 
public affairs. 





Changes in New York Taxes 
(Continued from page 29) 


than 85 per cent. of average gross 
assets, at cost, invested in stocks, 
bonds or other securities or cash on 
hand or on deposit during the re- 
porting year, or (c) a corporation 
which has more than 20 per cent. of 
gross assets, at cost, invested in the 
securities of any one corporation, 
other than a municipal corporation 
or an investment trust as contem- 
plated by the statutory definition of 
an investment trust. 


New York City Tax on Gross 
Receipts 


Under a recent amendment, the 
specific exemptions of $15,000 and 
$5,000 previously allowed have 
been abolished, effective as to re- 
turns due on June 15, 1938. 
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Excise Taxes 
(Continued from page 16) 


of shares or certificates from the 
owner to a custodian “if under a 
written agreement between the par- 
ties the shares or certificates are to 
be held or disposed of by such cus- 
todian for, and subject at all times 
to the instructions of, the owner; or 
transfer from such custodian to 
such owner.” 

Similarly, transfers from such 
custodian to a nominee or from such 
nominee to another such nominee 
or transfers from such nominee to 
such custodian are not taxable if the 
nominee continues to hold for the 
same purpose as the shares or cer- 
tificates would be held if retained by 
such custodian. 

Like provisions are made with 
respect to transfers or deliveries of 
bonds. 

The Commissioner is expected to 
prescribe regulations for the evi- 
dencing of the right to these exemp- 
tions. 


Tax on Admissions to Theatres: 
Section 500(a) (1) of the Revenue 
Act of 1926 is amended to provide 
that the tax of 10 per cent. in the 
case of tickets or cards of admission 
to any spoken play sold at the ticket 


office of a theatre at reduced rates 
shall be applied to the price for 
which sold. 


Processing Taxes: While proces- 
sing taxes were discussed as the 
1938 Revenue Bill was under con- 
sideration, none are included in the 
law as enacted. 





Tax Rates and Computations 
(Continued from page 25) 
Withholding at Source 


In the case of nonresident alien 
individuals not engaged in trade or 
business in the United States, and 
not having an office or place of busi- 
ness therein, tax is to be withheld on 
income from United States sources 
at the rate of 10 per cent., except 
that the rate is 5 per cent. in the 
case of a resident of Canada. 

In the case of a foreign corpora- 
tion not engaged in trade or busi- 
ness within the United States and 
not having an office or place of busi- 
ness therein, tax withheld at the 
source is at the rate of 15 per cent., 
except as to dividends, for which the 
rate is 10 per cent. In the case of 
dividends received by Canadian cor- 
porations the rate is 5 per cent. 
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